The Truth of the Matter:

“Winning [C Block] bidders fashioned bids in accordance
with the best information available at the time.
Subsequent unforeseen and unforeseeable events,
however, conspired to diminish the value of the licenses
and close the financing window for start-up PCS ventures.
The major event was collapse in market value for radio
licenses.”

- Larry Darby, Darby Associates, 7/21/97 (emphasis
added)




The Truth of the Matter:

“NEW YORK, June 20 (Reuter) - Chase
Telecommunications Inc's $160 million junk bond
deal was indefinitely postponed late on Thursday as
investors continued to turn a cold shoulder to startup
telecom companies, according to a source close to

the deal.”
— Reuters, June 20, 1997 (emphasis added).




The Truth of the Matter:

“To the extent that the C Block delays continue, it 1s a
boon to incumbent operators, as the competitive landscape
will not become as heated as quickly as anticipated.”

— Jeffrey L. Hines, NatWest Securities, 6/30/97



The Truth of the Matter:

“Omnipoint should also benefit if the terms [of
the Government financing] are not changed
because some of its competition would come even

later, if ever, to the market.”

— Richard Prentiss, Raymond James and Associates,
7/8/97



The Truth of the Matter:

“The continued delays in C Block financing are a
positive for both cellular and PCS: (1) it delays a
new entrant and (2) any reduction/easing of terms
will create a less desperate competitor and
therefore maintain a more rational market. This
particularly extends the lead enjoyed by existing
PCS players such as Omnipoint, Western

Wireless, and Aerial.”
— Thomas J. Lee, Smith Barney, 7/11/97



Conclusion

& There is a win/win solution for competition and taxpayers.

¢ Rescheduling keeps government whole.

— Ability to ensure taxpayer and competition

¢ Limitations of a Reauction
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License Concentration of Cellular/PCS Licensees by POPs
Total Wireline POPs

Type of Total Cellular Total Percent Cumulative Wireline Percent Cumulative
Company Carrier PCS POPs POPs POPs of Total Total POPs of Total Total

NextWave Non-Wireline 163,011,126 - 163,011,126 ) 55.92% 46.96%
Omnipoint Non-Wireline 131,044,147 - 131,044,147 7.20% 63.12% - 0.00% 46.96%
Western Wireless  Non-Wireline 80,073,531 6,511,543 86,585,074 4.76% 67.87% 0.00% 46.96%

Pocket Non-Wireline 35,114,380 35,114,380

69.30%

Intercel Non-Wireline 32,081,732 \ 32,081,732

The top 3 wireline companies own nearly half of the available POPs in the U.S.
And, more than 70% of the available POPs in the U.S. are controlled by 11 wireline companies.

Source: FCC data and Donaldson, Lufkin & Jenrette Report, The Wireless Communications Industry (Spring 1997).




License Concentration of Cellular/PCS Licensees by Markets

Cellular Carriers PCS Carriers
1996
Rank Market Name POPs A B A B [+ D E F

1 New York, NY 18,400,203 AT&T BANM OMPT SPRINT NextWave OMPT ATAT Northcoast
2 Los Angeles, CA 15,679,293 LA Cellular AirTouch SPRINT PACTEL NextWave AT&T Gabelli Gabelli

3 Chicago, IL 8,467,720 SBM AMERITECH ATAT PRIMECO Pocket SPRINT SPRINT Nextwave
4  San Francisco, CA 6,842,466 AT&T GTE SPRINT PACTEL Gw AT&T Western Nextwave
5  Philadelphia, PA 5,984,423 Comcast BANM AT&T SPRINT OMPT Comcast Gabelli NextWave
6 Dallas, TX 4,828,566 ATST SBM PRIMECO SPRINT Pocket AT&T ATAT NextWave
7 Detroit, MI 4,785,173 AirTouch AMERITECH AT&T SPRINT Pocket NextWave OMPT OMPT

8  Houston, TX 4,598,155 AT&T/BELLSOUTH GTE AERIAL PRIMECO NextWave SPRINT AT&T Telecorp
9  Washington, DC 4,410,587 SBM BANM SPRINT ATET NextWave Gabelli OMPT Gabeilli
10  Boston, MA 4,177,962 SBM BANM AT&T SPRINT Nextwave OMPT OMPT Northcoast
11 Aflanta, GA 3,763,994 AirTouch BELLSOUTH AT&T Intercel [ SPRINT ALLTEL NextWave
12 Miami, FL 3,577,306 AT&T BELLSOUTH SPRINT PRIMECO GW AT&T OMPT OMPT
13 Minneapolis, MN 3,063,561 AT&T AirTouch SPRINT AERIAL NextWave U S WEST AT&T Northcoast
14 Seattle, WA 3,055,225 AT&T AirTouch Westem SPRINT NextWave AT&T Western Western
15  Cleveland, OH 2,940,521 AirTouch GTE AMERITECH AT&T NextWave SPRINT VWestem Northcoast
16  StlLouis, MO 2,807,363 AMERITECH SBM ATAT SPRINT Pocket OMPT Westemn Nextwave
17  Phoenix, AZ 2,720,380 BANM AirTouch AT&T SPRINT REAUCTION U S WEST Westemn Westem
18 San Diego, CA 2,679,864 GTE AirTouch SPRINT PACTEL NextWave AT&T Gabelli Central OR
19 Baltimore, MD 2,552,338 SBM BANM SPRINT ATET NextWave Gabelli Gabelli OMPT
20 Pittsburgh, PA 2,517,972 AT&T BANM SPRINT AERIAL NextWave AT&T Radiofone Devon
21 Tampa, FL 2,394,524 AT&T GTE AERIAL PRIMECO NextWave SPRINT BELLSOUTH Telecorp
22  Denver, CO 2,386,290 AT&T AirTouch SPRINT Westem Nextvave ATAT U S WEST Radiofone
23 Cincinnati, OH 2,091,774 AirTouch AMERITECH ATAT GTE NextWave SPRINT CINCINNATI BELL Westen
24 Portland, OR 1,945,500 ATAT AirTouch Westem SPRINT Nextwave AT&T U S WEST Magnacom
25 Kansas City, MO 1,930,633 AT&T/AirTouch SBM SPRINT AERIAL NextWave ALLTEL ATET DCC
26 Charlotte, NC 1,861,677 BANM ALLTEL ATET BELLSOUTH NextWave SPRINT ALLTEL AirGate
27 Sacramento, CA 1,832,812 ATAT AirTouch SPRINT PACTEL GW ATAT WEST COAST Nextwave
28 Milwaukee, Wi 1,799,556 BELLSOUTH AMERITECH SPRINT PRIMECO indus, Inc. ATAT Western NextWave
29 Norfolk, VA 1,785,196 360 Comm. GTE ATAT PRIMECO NextWave SPRINT Westem OMPT
30 San Antonio, TX 1,728,049 ATET SBM SPRINT PRIMECO NextWave Westemn ATAT OMPT
31 Nashville, TN 1,591,314 GTE BELLSOUTH SPRINT ATAT Chase Intercei Intercel OMPT
32 Columbus, OH 1,674,030 AirTouch AMERITECH AT&T intercel NextWave SPRINT SPRINT Northcoast
33 Providence, RI 1,505,903 SNET BANM ATAT SPRINT NextWave ACC Northcoast OMPT
34 Sait Lake City, UT 1,497,885 ATAT AirTouch Western SPRINT PCS 2000 AT&T US WEST NextWave
35 Memphis, TN 1,471,561 GTE BELLSOUTH Intercel SBM Chase SPRINT ALLTEL Telecorp
36 Orando, FL 1,447,059 AT&T BELLSOUTH AERIAL PRIMECO Nextwave SPRINT AT&T Telecorp
37  Louisville, KY 1,428,320 GTE BELLSOUTH ATAT SPRINT NextWave Intercet Intercel Mercury PCS
38 Indianapolis, IN 1,420,258 BELLSOUTH GTE SPRINT AMERITECH NextWave AT&T OMPT 21st Century
39 New Orleans, LA 1,396,435 Radiofone BELLSOUTH SPRINT PRIMECO Pocket AT&T AT&T Telecorp
40 Oklahoma City, OK 1,368,004 AT&T SBM Westemn SPRINT Nextwave Triad ATET DCC
41 Greensboro, NC 1,330,742 GTE 360 Comm. ATAT BELLSOUTH NextWave SPRINT ALLTEL AirGate
42  Birmingham, AL 1,270,221 GTE BELLSOUTH SPRINT intercel Mercury PCS ALLTEL ATS&T OMPT
43 Raleigh, NC 1,261,166 GTE 360 Comm. AT&T BELLSOUTH Urban SPRINT ALLTEL ComScape
44 Buffalo, NY 1,234,670 SBM BANM SPRINT AT&T OMPT Gabelli REAUCTION Devon
45 Dayton, OH 1,218,672 AMERITECH AirTouch AT&T GTE NextWave SPRINT Westemn Devco
46  Jacksonville, FL 1,208,139 AT&T BELLSOUTH intercel PRIMECO NextWave SPRINT ALLTEL Southem Wireless, L.P.
47 Richmond, VA 1,191,504 BELLSOUTH GTE AT&T PRIMECO NextWave SPRINT Westem Urban
48 Rochester, NY 1,163,214 SBM BANM SPRINT AT&T OMPT OMPT ATET Northcoast
49 Hartford, CT 1,121,164 BANM SNET OMPT SPRINT Gabelii ATAT AT&T Northcoast
50 Albany, NY 1,057,180 SBM BANM OMPT SPRINT NextWave AT&T ACC Viel

Wireline companies own 79% of the cellular licenses and 87% of the A-and B-block PCS licenses in the top 50 markets
In total, wireline companies own 57 percent of the cellular/PCS licenses in the top 50 markets

Source: FCC data and Donaldson, Lufkin & Jenrette Report, The Wireless Communications industry (Spring 1997).
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SMITH BARNEY INC."
FROM: BRUCE BARGE

THOMARS J. LEE .
Comments on WSJ article on FCC changes to C-block paysants; not & surprise

07/11/97 Mobile Communication Systems (U.S. ONLY) THOMAS J. LEE
—~STNMARY :

* According to WSJ article today, the FCT is expected to announce changes
for the C~block PCS licenseses from quarterly to annual interest paymsents

* The change in our opinion is not a surprise given the FCC previously

"indofinitely” delayod quarterly psymeats on the debts

+ Thig does little to address the critical challenge facing c-block

holders - their high prices paid makes finsmcing nearly impossible
Net-net: ths continuwd in C-block finmmcing are a positive for both
and PCS: (1) it a _new and (2 reductionf/easin

of terms will creatm a less desperate competitor and therefore maintain a
aore rational market. 7T : icula: S 3 d enfoyed In

existing PCS Such as Ounipoint (OWPT-2S, $31),
Western Wireiess (WWCA-25, target 829) and Aarial (AERL-3S, target $14)

07/11/97 Mobile Commmanication Systems (U.S. ONLY) TEOMAS J. LEE
~~OPINION: -
According to an article in the Wall Street Jourmal today, the ¥CC i3
expected

to anmounce changes in interest installment paymeats for the

C-block PC3 (personsl commmications servics) licensees from guarterly to
annual interest paymeats. |

4+ The changs iz our opinion ic not a surprise givea ths FCC previously
"indefinitely” delayed quarterly payments on rthe debts.
e A Mumulmullmts'dmuttletemm
critical challenge facing many C-block licenss holders — their )
disproportionately high prices paid ( to pruvious auctics winnars
makes obtsining finsncing nsaarly imposs Nr P ible, and thsrefore delays their
entrance into the wirsless marketplace. |

[
*¢ We beliove any resolution to the debt cutstanding will involve
protacted negotizticns and probably ultimstely result in one of two
scenarios: (1) a revocation and reanetion of the spectrum of defzulted
C-block license owners or (2) an effoctive reduction of the presemt valus

of the debt ocwed to the FCC either through a vreduction in principle value
or extemsion/modification of payment terms.

Net~net: We reitarate that the continusd delays in C-block financing are a
positive for existing wireless carriars, both cellulaxr and PCS, for two
roasons: (1) ;tumsammthm—zbtplmnd (2) any
_reduction/easing of fisancing tezms will creste a less desperate competitor
and tharefore more likely maintain a ratiomali merketplaca. In case, 1%t

the wirel lace in BaEt m.lboa ess
Mm) than originally enviszicned twelve months
#990. We would note ths following three obsexwations:

1. This extends the time to markst lead exjoyed by existing new eatrants

(PCS, or persocmal comssmnications services) players such as Ommipoint
(OMFI-rated 2S, target $31), Western Wireless (WWCA-rated 25, target $29)
?mtwam (AERL-rated 35, target $14) and would be buyers

g. %En; in ths C-block also benefit the cellular incumbents iacjuding

(XO~rated 2M, target $30), AirTouch (ATZi-zated 3N,
target $28), Vanguard Csllular (VCELA-rated 3H, target $14) as their
sxisting market sbare will be subject to less intense compstition (ome less
competitor). Still, we believe urban cellular carriers are subject to the
callolar straight—jacket~ and thersfors remain csutious on Airfouch (see
oy 1097 ravsesy dAmtad WWems
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WIRELESS WAVES NATWEST SECURITIES

A weekly npdate of NATWEST's global Wirelcss Services & Wireless Equipment stocks Jone 30, 1997
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ToM STASZAK
RESEARCH ASSOCIATE

BEY-TY-r—_ 1w

OMNIPOINT CORPORATION - -— - - _—
(orc-om —11 BUY (1)

.....

EPS (FY-Doc) 19MMAL) (SOTE  19SRE lm

Q1 (Mar) $039) $(102A $(1.82) ’H*‘ —
Q2 (Jun) (047) (1.38) (1.85) »

Q3 (Sep) (055 (1.64) (1.95)

Q4 (Dec) {200 _49) @72

Full Year S271)  $BS51)  $(6A4)

Revenues (mif) $0.5 $68.7 $24358

EBITDA(mE)  $(848) $(1846) $(149.5) - S—

(ﬂmmhuanmmuhum

MOMMMIII&AW

......

¢ WE ARE INITIATING COVERAGE OF OMNIPOINT WITH A BUY (1) RATING AS IS
INTERNATIONALLY ACCLAIMED SENIOR MANAGEMENT TEAM IMPROVES COVERAGE IN
NEW YORK AND PREPARES TO LAUNCH SERVICE IN PHILADELPHIA.

¢ AS A PIONEER’S PREFERENCE WINNER AND SMALL BUSINESS, OMPT ACQUIRED ITS
LICENSES AT A DISCOUNT OR WITH VERY FAVORABLE GOVERNMENT FINANCING, ITS
LARGE, LUCRATIVE MARKETS HAVE HIGH POPULATION DENSITIES AND INCLUDE
INTERNATIONAL CITIES THAT MAKE OMMNIPOINT AN IDEAL PARTICIPANT IN THE
CONTINUED CONSOLIDATION OF THE GLOBAL TELECOMMUNICATIONS INDUSTRY.

. . MFCOBMYWMGTHIWOFTHEW
Gl WBMMTR!WOFHSF!NALDW. OURIRD-YEAR

ORSLOWER TO MATERIALIZE OOIPETITIUN-

¢ COMRBINING THIS WITH THE POTENTIAL OF ITS TECHNOLOGY BUSINESS, “BASEBALL
o TRADING CARD" LICENSES AND CURRENT 71% UPSIDE TO OUR TARGET PRICE
I PROVIDES WHAT WE BELIEVE 1S A COMPELLING REASON TO INVEST IN OMNIPOINT,

0 1937 Raymond James & Associutes, Ina.
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20 THE FCC AUCTIONS AND THE FUTURE OF RADIO SPECTRUM MANAGEMENT

April 15¢

per-megahentz price paid for the Chicago licenses was
$1.05—notably higher than the prices paid for the sin-
gle compeutivelv auctioned licenses in the New York
and Los Angeles markets ($0.56 and $0.86. respec-
tively). Prices could be expected to vary between mar-
kets on the basis of consumer demographics—income
and time spent commuting in automobiles, for exam-
ple—but differences as large as those evident in the

A&B block auction are too great to be explained by
such factors.

Additional questions about the efficiency of the
distribution of licenses in the A&B block auction and
the two other broadband sales that followed it are raised
when the average prices for licenses are compared. The
average per-person, per-megahertz price in the A&B
block was about $0.50. The C block auction registered
a substanualiv higher price of about $1.35. which drops
to about $0.80 after adjusting for the terms of the in-
stallment payments available to the small businesses
that won C block licenses (see Box 1, which discusses
the differences in prices paid for licenses in the A&B
and C block auctions). In contrast, the average price in
the D,E&F auction was about $0.35, lower than that
reported n either of the broadband PCS auctions that
preceded it. Prices could be expected to vary among
the auctions because the licenses sold granted the right
to use different-sized blocks of spectrum that allowed
the licensee to operate in different-sized geographic
areas. Nevertheless, the ranking of average prices from
high to low corresponds to the potential competition in
cach of the auctions as measured by the eligibility ratio.
That ratio was 6.7 for the C block sale. compared with
1.9 for the A&B block sale and 1.7 for the D,E&F sale.

Why wasn't the A&B block auction more competi-
N b w . l
FCC restricted participation by the current holders of
. , - ,
join forces before the auction began. Both decisions
should be evaluated as trade-offs between ensuring

l | _—r I

and ensuring competition in the auctions for licenses to
participate in those markets. Specifically, the commis-
sion chose to sacrifice the opportunity to maximize auc-
tion receipts to ensure an adequate number of techni-
cally capable and financially sound service providers
and, ultimately, to sustain the competitive pricing and
services that such providers would bring to telecommu-
nications markets.

Tabie 2.

Total Population in Markets for Personal
Communications and Cellular Telephone Service
Covered by the Three Largest Winners in the A&
Block Auction (in millions of peopie)

Personai
Communi- Cellular
cations Telephone
Services Services - - - __Tote
AT&T 107.0 68.3" 178
WirelessCo 144.9 28.4° 173
PCS PrimeCo 57.2 110.4° 167

SOURCE: Congressional Budget Office based on Peter Cramtc
"The FCC Spectrum Auctions: An Early Assessmer
(draft, University of Maryiand, July 15, 1996), Table

and Cellular Teiephone industry Association, The Wi
less Marketbook (Spring 1996).

a. Estimated as the difference between the total mobile telephor
popuiation as reported by the Cellular Telephone industry Assoc
ation and the total popuiation in the personal communicatior
services markets as reported by Cramton.

b. Represents the celiular telephone markets of WirelessCo pa:

ners Comcast (7.6 milien peopie) and Cox Communicatior
{20.8 million peopie).

c. Represents the cetluiar telephone markets of Bell Atlantic/NYNE
(57.7 million people) and AirTouch (55.2 million people) adjuste

downward by 2.5 million peopie for overtapping licenses in A:
Zona markets.

The result of the A&B block auction that mo:
strongly suggests an efficient distribution of license
was the success of bidders in aggregating groups ¢
licenses. Each of the three largest winning bidders-
AT&T, WirelessCo, and PCS PrimeCo—won license
that enable them to offer nationwide service.®* Th
PCS licenses won by AT&T and PCS PrimeCo, whe:
combined with the cellular telephone licenses that eac:
bidder already owned, provide nearly compiete nationa
coverage. WirelessCo, the largest winner in the auc
tion, had the smailest cellular coverage but won 29 PC!

24. WirelessCo is a combination of the long-distance telephone compan
Sprint and three large cabie television companies (TCI, Comcast, an
Cox Communications). Afler the A&B block auction, WirelessC
changed its name to SprimCom. PCS PrimeCo is a combination ¢
three regional Bell operating companies (NYNEX, Bell Atlantic. an
USWest) plus AirTouch (a spin-off of another former Bell compan:

PacTel), which provides celluiar 1elephone service in_Pag.l:g};: operat
ing area. e )
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MARCH 31. 1997

ACTUAL AS ADJUSTED
(DOLLARS IN THOUSANDS)
<S> <C> <C>
CASH. CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS..........ccooovvine $207.511 $ 500217
RESTRICTED CASH FOR PAYMENT OF INTEREST(A)...c.ccoooiiniiiiice. § - $ 89.618
CASH HELD IN ESCROW(B).....c.voveiecrecetrienrerreeseeircitarciecennas $ - $ 5405
CURRENT PORTION OF LONG-TERM DEBT........ccoovvniiiiin, § 112 $ 112
LONG-TERM DEBT:
February 1996 NOes...........ccecorverenrenineerenenereecinens 223,080 223,080
April 1996 Notes 223,738 223,738
NOtES......ceeveirriineriecenne - 300,000
Vendor Financing Agreement...........cccovvvvenriincniivennnons 103.833 103,833
OhEL. ...ttt e eseaee 715 325
Total fong-term debt............ccoooiiiiiiiiicie, 351,366 850,976
STOCKHOLDERS' EQUITY:
Preferred Stock -- Series A, $.01 par value; 100,000 issued
and outstanding; convertible..............ccoeoiieneniiiennnne 1 1
Preferred Stock -- Series B. $.01 par vaiue; 100,000 issued
and outstanding; convertible...............cccoiinninns 1 1

Preferred Stock -- Series C, $.01 par value; 50,000 issued

and outstanding; convertible...........c.cooevereniiieceinienen. - 1
Preferred Stock -- Series D, $.01 par value; 50,000 issued

and outstanding; convertible...............cocoveveninnnnnninc - 1
Common Stock, $.01 par value, 55,000,000 shares authorized

and 26,864,511 shares issued and outstanding(c)..............ccee.... 269 269
Additional paid-in capital 430,058 474,831
Accumulated deficit..........cocoeriicriivecnnre e (52,332) (8.657)
Deferred compensation...........ce.cvveveeevvceneeneioeseeeserenenns (165) (165)
TrEASUTY STOCK. ... ocvcveeerriescerereeeeeeteeerarnrasannessenrrneas (345) (345)

Total stockholders' equity...........coceiceevnmrconennrnvesnnne 377,487 465,937

Total capitalization............cccouvveerrreererrernsnsnnnaee $ 928965 $ 1,317,025

</TABLE>

(a) Reflects the estimated portion of the net proceeds from the Offering to
be used to purchase Pledged Securities to secure the first six
scheduled interest payments on the Notes. See "Description of the Notes
- Security."

(b)  Reflects the $5.4 million of proceeds from the Maine Disposition that
is being held in escrow for indemnification or purchase price
adjustment obligations.

(¢) Includes 35,000 shares outstanding as of March 31, 1997 under the
Company's 1995 Employee Restricted Stock Plan, but excludes 2,374,797
shares of Common Stock issuable upon exercise of stock options
outstanding as of March 31, 1997. See "Management." Also excludes: (i)
the 1,143,904 shares issuable upon exercise of the Warrants; (ii) the
9,090,900 shares of Common Stock issuable upon conversion of the Series
A Convertible Preferred Stock and Series B Convertible Preferred Stock;
and (iii) the 3,529,412 shares of Common Stock issuable upon conversion
of the Series C Convertible Preferred Stock and Series D Convertible
Preferred Stock. See "The Preferred Stock Sales.”
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SELECTED HISTORICAL FINANCIAL INFORMATION

The following table sets forth certain selected historical financial
information for the Company as of and for each of the years in the five-year
period ended December 31, 1996 and as of and for the three months ended March
31. 1997 and 1996. The financial information as of and for each of the years in
the five-year period ended December 31, 1996 was derived from the consolidated
financial statements and notes thereto of the Company, which have been audited
by Arthur Andersen LLP, independent public accountants. The financial
information as of and for the three months ended March 31, 1997 and 1996 was
derived from the unaudited financial statements of the Company. In the opinion
of management. the unaudited financial statements include all adjustments
(consisting only of normal recurring adjustments) necessary to present fairly
the information set forth herein. Operating resuits shown in the following table
will not be indicative of future performance due to the capital requirements
associated with the buildout of the Company's PCS System.

The selected historical financial information should be read in
conjunction with "Pro Forma Financial Information,” "Management's Discussion and
Analysis of Financial Condition and Results of Operations” and the Company's
consolidated financial statements and notes thereto and other financial and
operating information included elsewhere in this Prospectus.

<TABLE>
<CAPTION>

THREE MONTHS ENDED

MARCH 31, YEAR ENDED DECEMBER 31,
1997 1996 1996 1995 1994 1993 1992
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE DATA)

<S> <C> <C> <C> <C> <C> <C> <C>
STATEMENT OF OPERATIONS DATA:
Service revenues ...........o.cueeee $ 140848 699 % 318755 25384 % 18903 § 8228 $§ 6,235
Equipment saies .............cc..... 5,025 854 7,250 3928 2,859 1,121 925
Total revenues and sales ............ 19,109 7,850 39,125 29,312 21,762 9,349 7,160
Cost of services ............ 5,428 684 5,811 2,394 1,921 574 442

Cost of equipment sales .............. 11,987 694 11,653 3,127 2,391 1,010 828
Operations expenses . 3,809 1,204 9,927 3,596 2,722 1,333 1,214

Selling and marketing .. e 5237 1,274 13,301 4,280 3,405 1,353 1,187
General and administrative ........... 7,680 1,810 16,963 4218 3,651 1,562 1,379
Depreciation .......cccccvrveeruerene 8,340 731 5,887 2,741 2,130 953 832
AMOrtization .........cccovvveeenenee 1,178 881 4,214 2.360 1,543 890 735

Total operating expenses ............ 43,659 7,278 67,756 22,716 17,763 7,675 6,617
Operating income (loss) .............. (24,550) 572 (28,631) 6,596 3,999 1,674 543
Interest (income) expense(a) ......... 4,543 (739) (3,175 1,657 635 46 131
Miscellaneous (income) expense ....... 473 303 1,226 (295) (48) 48 260
Income (loss) before income taxes ...  (29,566) 1,008 (26,682) 5234 3,412 1,580 152
Income tax (benefit) expense ......... - 472 (1,654) 2,230 1,535 567 52
Net income (loss) before

cumulative effect ................... (29,566) 536 (25,028) 3,004 1,877 1,013 100
Cumulative effect of change in

accounting principle, net of tax(b) . - (2,583) (2,583) - - - -

Net income (loss) ........cccooccece. $ (29.566)% (2,047)8 (27,6118 3,004 85 18773 1.013 8§ 100

e
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Earnings per share:
Net income (loss) before cumulative

effect of change

in accounting principle ............. $ (1.1)S  03S (1oms 29% 19% 16§ .02
Cumulative effect of change in

accounting principle. net of tax(b) . -- (.13) (.10) - -- - -

Net income (loss) per share .......... $ (110$ (10s (LS 29% 198 16 § 02

Average common and common

equivalent shares outstanding ....... 26,812,000 19.899.000 25.087,000 10.281.000 9,765,000 6.317.000 6.289.000
OTHER FINANCIAL AND OPERATING DATA:

EBITDA(C) .o $ (12244)$ 4,193 S (2.466)% 11,992 § 77203 3469 § 1830
Ratio of earnings to fixed
charges(d) ........ococeeevivennae - - - 3.9x 5.5x 27.3x 2.1x
Capital expenditures ................. $ 36209 % 10874 § 2335518 76613 28668 1,105 § 921
Cellular subscribers at end
of period(e) ..........cocoeneencnn. 49,731 40403 47617  38.582  28.624 10,590 7,447
Net cellular population
equivalents(f) ........c.cccooeuerne 737,800 737,800 737,800 732,900 728,200 281,800  277.400
PCS Subscribers at end of period ..... 34.886 - 14892 - - - -
Net PCS population equivalents(f) .... 24,293,000 17.460,000 17.460.000 -- -~ - -~
</TABLE>
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<TABLE>
<CAPTION>

AT DECEMBER 31,
AT MARCH 31,
1997 1996 1995 1994 1993 1992
(DOLLARS IN THOUSANDS)

<S> <C> <C> <C> <C> <C> <C>
BALANCE SHEET DATA:
Working capital ............ $200,646 $256349 $ 977 $ 2710 $ 547 § 908

Property and equipment, net 284,713 251,269 18,066 13,262 5,545 5,394
Licenses, goodwill and other

intangibles, net .......... 429,085 402,321 24904 23,903 - -

Total assets ............... 973,094 947,117 74330 50,812 10,517 8,721
Long-term obligations ...... 551,366 504,065 29,411 11,030 2.019 2,194
Retained earnings

(accumulated deficit) ..... (52.332) (22,766) 4,845 1.841 (36) (1,048)
Stockholders' equity ....... 377,487 407,007 36,674 33374 5983 4,960
</TABLE>

= evvrrrreccceteretana

(@) The Company had interest income of $3.3 million and $2.3 million for
the three months ended March 31, 1997 and 1996, respectively, and $17.3
million for the year ended December 31, 1996. The Company had no
interest income for the years ended December 31, 1995, 1994, 1993 and
1992. Excludes capitalized interest of $6.7 million and $2.7 million
for the three months ended March 31, 1997 and 1996, respectively, and
$29.0 million for the year ended December 31, 1996. During the
construction of the PCS System, the cost of the PCS licenses and the
costs related to construction expenditures are considered to be assets
qualifying for interest capitalization under FASB Statement No. 34
"Capitalization of Interest Cost." Accordingly, management expects that
a majority of the interest on the February 1996 Notes, the April 1996
Notes, the Vendor Financing Agreement and the Notes will be capitalized
during the construction of the PCS System. See "Pro Forma Financial
Information.”

(b) During 1996. the Company changed its method of accounting for costs
incurred in connection with certain promotional programs under which



©

@

(®

®

customers receive discounted cellular equipment or airtime usage
credits. Under its previous accounting method. all such costs were
deferred and amortized over the life of the related non-cancelable
cellular telephone service agreement. Under the new accounting method.
the costs are expensed as incurred.

EBITDA represents earnings from continuing operations before interest
expense, income taxes, depreciation and amortization. EBITDA is
provided because it is a measure commonly used in the industry. EBITDA
is not a measurement of financial performance under generaily accepted
accounting principles and should not be considered an alternative to
net income as a measure of performance or to cash flow as a measure of
liquidity.

Earnings were insufficient to cover fixed charges by $36.3 million and
$2.2 million for the three months ended March 31. 1997 and 1996.
respectively, and by $56.2 million for the year ended December 31.

1996. Eamings consist of income before income taxes. plus fixed
charges, except where capitalized. Fixed charges consist of interest
charges and amortization of debt issuance costs. in each case whether
expensed or capitalized, and the portion of rent expense under
operating leases representing interest.

Cellular subscribers at end of period include 14.216. 20.288. 25.456,
21,320 and 26.486 subscribers in the State of Maine for the years ended
December 31. 1994, 1995 and 1996 and for the three months ended March
31, 1996 and 1997, respectively. See "The Maine Disposition.”

Net Population Equivalents means the estimated population of the
license market area multiplied by the percentage ownership of the
license. The estimated population is based on the 1996 Paul Kagan
Associates, Inc. Cellular/PCS POP Book. The Company owns 100% of each
of its PCS licenses and 100% of each of its cellular licenses. For the
years ended December 31. 1994, 1995 and 1996 and the three months ended
March 31, 1996 and 1997. Net Celiular Popuiation Equivalents include
441,900, 442,000, 442,200, 442,000 and 442,200 population equivalents.

respectively, from the Company's Maine market areas. See "The Maine
Disposition."
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Dollar Days

Sale of FCC Licenses
[n Several States Nets
Budget Pocket Change

Public Airwaves Went Cheap
After Congress Pushed
Agencv for Fast Auctions

McLeod Bags Four for $4

By BRYAN GRULEY

Staff Reporter of THE WALL STREFT JOURNAL

CEDAR RAPIDS. Iowa — Clark McLeod
loves grabbing a cheap cafeteria unch at
his company's new headguarters here.
One recent afternoon, he paid only $4.80 for
a generous slice of cheese pizza. a barbe-
cued-beef sandwich and coffee.

But Mr. McLeod got an even better dea}
in April when he bought government li-
censes to use the -
public airwaves. In
a Federal Commu-
nications Commis-
sion auction.
McLeodUSA  Inc.
was the high bidder
for licenses to offer
wireless communi-
cations to 15 million
people in four
states.

The price: Four
bueks. s
That’s right. Clark McLeod

McLeodUSA paid $1 ———

for each license giving it permission to
serve most of Towa. Wisconsin, Minnesota
and Nebraska. The licenses will play their
part in Mr. McLeod's big plan to sell
bundled local and long-distance telephone,
cellular. paging and Internet sen_/ices
across the upper Midwest. Bryce Nemitz, a
company vice president. deadpans: "our
CFO guaranteed we could double our

I money."

TUESDAY. JUNE 3. 1997

McLeodUSA's good fortune 1s now the
subject of spirited debate 1n Washington.
with policymakers torn between the duel-
ing goals of fostering competition in tele-
communications and balancing the federai
budget. While no one doubts Mr. McLeod
will fuel competition — he sold his first
company to MCI Communications Corp.
for $1.25 billion — they protess shock and
dismay that anyone couid buy an FCC
wireless license for less than the price of a
gallon of gasoline.

Thirteen prior FCC auctions of rights to
use electromagnetic spectrum garnered
$23 billion in bids for +.249 licenses — or
about $5.4 million a license. Winners
have poured more than $10 billion into the
U.S. Treasury, with more to come.

But the latest auction looks more like 4
fire sale. Congressional budgeteers ex-
pected it to fetch $1.8 billion. but bidders
offered just $13.6 million for 128 licenses—a
measly average of $106,000 apiece. Bar-
gains abounded. BellSouth Corp., the At-
lanta-based Baby Beil. snagged licenses
for Kentucky. Tennessee and the Carolinas
for just S1,002 each. And. like McLeodUSA,
two other companies paid $1 each for other
Missouri. Minnesota and Wisconsin li-
censes.

Budget Hole

"It was just a comedy of errors,”
compiains John McCain. the Arizona Re-
publican who chairs the Senate Commerce
Committee.

Congress hurried the auction because it
wanted to plug a hole in the budget. This
meant potential bidders didn't have time to
develop business plans and line up financ-
ing. Telecommunications-equipment
makers weren’t sure what to build or what
to spend, because the FCC didn't designate
the spectrum for a particular use. Mr.
McLeod and other lucky bidders took ad-
vantage.

For decades the FCC parceled out
spectrum via ‘‘comparative’ hearings that
took years and at lotteries that handed
winners free licenses that they frequently
resold for windfall profits. But in 1993
lawmakers decided auctions would deliver
spectrum to worthy competitors more
quickly. while raising more money for the
government.

INTERNET ADDRESS: http://wsj.com

Now critics contend so much spectrum
lias been shopped that its market value is
falling, and they sav future auctions could
reap fewer and fewer deficit-cutting dol-
lars. That could be a problem because the
balanced-budget deal cut by Congress and
the Clinton administration expects spec-
trum auctions to raise $26.3 billion over the
next five years.

Television broadcasters. worried be-
cause the budget deal also targets some of
their existing spectrum for auction. are
telling lawmakers that auctions have run
their course. (Separately. broadcasters re-
cently were awarded free licenses to beam
digital signals — a move ordered by Con-
gress and blessed by many iawmakers.
Sen. McCain exciuded. who now compiain
the latest auction raised too little cash.)

‘Create Scarcity’

Cellular-phone-service companies that
won in prior auctions complain that falling
prices have devalued their licenses. This
makes it harder for them to raise capital
for their wireless systems. which in turn
delays competition. they say. They want
Congress to have the FCC allot spectrum
more slowly.

At a recent Washington soiree, Mimi
Dawson. a lobbyist for Motorola Inc.. the
big wireless-communications company,
flashed her diamond ring and said. '*You
see this? It wouldn't be worth a dime if
DeBeers {the South African cartel} put
their diamonds on the market the same
way we're puiting spectrum on the mar-

Please Turn to Page A10, Column !
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Sale of FCC Licenses Nets Pocket Change

Congenued From Fost Paae
set.  Inoanownterview, she adds: “if vou
want (o create vajue, vou've got to create
scareny.”

sen. McCuin and other lawmaxers
wree, and thev are prepanng legislation
requiring the +CC to set mimimum bids and
fimit the numper of auctions heid in a g1ven
ime period. +Separately. the #CC and the
Justice Department are tnvestigating that
ind other auctiuns for possible illegal
nd-signaling. McLeodUSA is one of many
mdders Lo receive Justice Department re-
wests for information. The company de- )
mes  any wrongdomng.) Congress 1sn't ¢
akely o overturn the fast auction. but in |
‘he future. ‘we've gol (0 mdximize the ¢
vitue of this public asset.” Sen. McCain
31¥S.

But FCC Chairman Reed Hundt con- |
rends limiting auctions woutd also iimit |
competition. He says the cellular industry |
wants to slow down auctions because “it's |
not an industry that loves seeing more |
competitors. ” And he argues that money |
generated by auclions is less important |
than the fact that more than 570 licensees |
have permussion to offer new services at |
lower prices. "McLeod's license is 4 cheap |
ticket o ride the {nformation highway.” l

!
|
i
{
|
1
|
i

Mr. Hundt says, “He'll hire people, he'll
pay taxes. he'll create an entrepreneurial
venture. What's not to like?"

Nothing at all, if you ask Mr. McLeod.
“\WWhat an exciting time." says the 50-vear-
old executive, striding through bhis head-
quarters at a pace just short of a jog. With
the company payroil rising sixfold to 2,400
workers in the past two vears, employees
have been tripling up in cramped offices
scaltered throughout 11 bwildings in down-
town Cedar Rapids.

Now. amid stacks of boxes and the
smell of fresh paint, about 1.000 are mov- |
ing into a new complex that sprawis across |
a former cornfield outside town. it boasts |
its.own post office and health club, and an |
acre-sized room of office cubicles marked
with color-coded. made-up street ad-
dresses. Mr. McLeod's office. with a desk
he-bought at J.C. Penney in 1985, is at the
corner of [1th Avenue and 11th Street. But
he says. ' feel like somebody picked me
up and put me down in heaven.”

He has been there before. In 1980, the
former high-school teacher and two pals
started a company that became Tele-
com«USA, the nation’s fourth-largest
long-distance carrier. When long-distance
giant MCI bought it in 1990, Mr. McLeod
walked away with $50 million. “"Once you
taste that kind of accompiishment,” he
says, ‘'you want to taste it agan.”

Having mastered long-distance serv-
ice, he decided to compete against en-

.

Prentiss Acquires a Development

-DALLAS — Prentiss Properties Trust
sald it acquired a six-buiding industnai {
devetopment 1n suburban Los Angetes for
$17.3 mitlion.

The reai-eslate investment trust said it
plans to renovate and expand the property.
which currently totals 166,708 square feet
of rentabte space.

! vear.

! lof, a former Ameri-

" trenched local phone companies. Now reu-

i
nited with seven executives wno nelped |
putld Telecomw{SA. he 2ims o create 4 |
super regional’’ carrier olfering one-stop |
nhone service — bundling local, iong dis- 1
tance, paging. Internet and other serv- |
ices =0 12 Midwestern states. jocusing on |
small and midsize towns. “This 1s an area |
ol the country the pig guys couid care less |
ibout," he says. 1

The “big guys are U S West [nc.. |
the Denver-based Babyv Bell. ana Amert- |
tech Corp.. the Chicago-based Bell. Mr. |
McLeod jokingiy calls U S West "Dino.” |
for dinosaur, and a drawing in Mr. Ne- |
mitz's office shows a 1ong-nécked dinosaur !
labeled U § West'" with 1ts head stuck in ¢
its postertor, A spokeswoman for U S West

. says W's “just fine if compenitors tunk of |
I us that way:

{
i
it means thevil be off
guard.” |
McLeodUSA has vet to post an annual |
profit and last vear nad a loss of $22.3 |
million on revenue of $51 mittion. But Mr. |
McLeod says he is focusing on market |
share. He says the company has won |
customers on 27c of the business-lefe- |
|

|

l

| phone fines in [owa markets it has in-

vaded, and on 177 in the lilincis cities
where 1t competes. chiefly by reseliing

[ service purchased al wholesale rates from

U S West and Ameritech. Meantime. the
company is building 1ts own fiber-optic
network, and Mr. McLeod predicts profits
will flow once customers migrate to that t
system. perhaps by 1993. The plan was

convincing enough to help McLeodUSA
raise $i billion in equity and debt last

Mr. McLeod's wireless strategy has
come along more slowly. Three vears ago '
he asked Keith Mo-

tech manager, to
explore bidding in
an FCC auction. Mr.
Molof, 39, tracked a
few auctions before
entering one last
August for licenses
to provide ‘‘per-
sonal communica-
tions services,” a
new generation of
wireless phone and
paging  services.
The company spent
$32.8 million, or about S5 for each of the 6.5
million people its 26 licenses let it reach.
Meanwhile, a separate batch of spec-
trum suddenly became available. Last
September, Congress was seeking fresh
funds to complete the fiscal 1997 budget.
After consuiting the FCC, lawmakers or-
dered an auction of unused spectrum
vaguely designated for ‘'wireless commu-
nications services.” The Congressional
Budget Office predicted this would raise
$1.8 billion — but to be counted in the
budget, the money had to be in the Trea-
sury by Sept. 30. 1997. So Congress toid the
FCC to auction the spectrum by Aprit 15, |
This gave the FCC about five months to |
write auction rules and decide what the }
spectrum couid be used for. a process of

Keith Molof

B debate and compromise with industry that |

normally takes a vear ot more. in Febru-

{ urv. the agency completed rufes that let

hidders use airwaves for almost every-
thing, from high-speed Internet transnmus-
sions 10 wireless cable TV, Oniv mobile-
phone service was {imited, because of
potenual interference with another band ot
spectrum,

Cellular companies and tefecommuni-
cattons-equipment makers objected to the
imprecise rules, saying they couldn’t de-
termine whal tvpes of equipment they
ought to butld or at what cost. Thomas
Wheeler, president of the Cellular Tele-
communications Industry Association, a

1 lobbying group. savs the FCC neglected its

responsibiity. '{t's the tree-market ap-
proach gone havwire, ' he savs.
Chairman Hundt defends the FCC's

i hands-off approach. With more ume, af-

fected inaustries couid have deveioped
clearer pians, he says. but adds, "I don't
think the government shouid teif industry
how to use spectrum.” The FCC chose not
to set minimum bids [or the auction, party
because officials thought it would discour-
age bidders and, contrary to Congress's
orders. leave a lot of unauctioned licenses.
Also, FCC officials say it would have been
difficult t0 set minimums for ficenses in
dozens of different U.S. markets.

On Feb. 5. Michele Farquhar. then-
chief of the FCC Wireless Bureau, warned
Jawmakers by letter that bidders “may not
have had sufficient tme . . . to achieve a
successful auction.”” Mr. Hundt enlisted
wireless-industry lobbyists. including Mr.
Wheeier, 10 persuade Congress to delay the
auction 5o bidders wauid have more time to
prepare. But they declined. Mr. Wheeler
says, because it aiready was (00 late o

. change Congress's mind.

Out in fowa. Mr. McLeod was in a
quandary. He thought the spectrum surely
could be used for stationary iocal-phone
service and perhaps for remote reading of
utllity meters. But suppliers couldn't pre-
dict with certainty the costs of equipment
needed for this particular band of spec-
trum — leaving "'a huge hole" in the busi-
ness plan. Mr. Molof says.

Mr. MclLeod figured other potentiai
bidders faced the same problem, so li-
censes just right be a bargain. He decided
to make a few modest bids. After paying $5
a potentiai customer in the previous auc-
tion, McLeodUSA now expected to pay
no more than a penny a customer. “'If the
licenses were all but free.”” Mr. McLeod
says, "we wanted access to them.”

Shortly after 8 a.m. on April 15. Mr.
Molof sat down at a fourth-floor computer
at McLeodUSA's old downtown headquar-
ters, He had wired the FCC a required
good-faith payment of $3,005,000. although
he reaily didn’t expect to bid more than
$150,000. Just before the computer dialed
the FCC auction computer, a message told
Mr. Molof his toll call would cost $2.30 a
minute. »

A gnid appeared. [isting cities and
regions where licenses were availabte. Mr.
Molof moved his cursor to ~Milwaukee,”
and inserted the numeral "1 in the "“bid
amount* column ~ for §1, Twice the com-
puter asked if he was sure: gwice he

|

Manufacturers Planning
More Hires. Survev Says

By a WALL STREET J(;('RN»\L’S(OH Reporter

CHICAGO — A new survey said more
U.3. manufacturers plan to increase
niring this vear. reflecting continued

. strength in the U.S. job market.

The study. by Grant Thornton LLP.
Chicago, said 53% of U.S. manufacturers
plan to add full-time, permanent produc-
tion employees this vear, up irom 4% a
year eariler. About 327 say they pian to
keep full-time staif size the same, while
" plan to cul payrolls.

The study potled executives from 257
(1.8, manutacturing companies with an-
audl sales between 310 million and 3300

, million.

“Under present economic conditions

| manufacturers are increasing capacity

and hiring new workers, ' said Martin
Cooperman, director of Grant Thornton ¢
manuiactuning, distribution group.

The survey found that 71% of execu
tives say they're “optimistic’” about thi
U.S. economy, while 3% say theyv'n
pessumistic and 26% are uncertain
Nearly 75% of manufacturers said profit
for 1997 will rise above last year
leveis — up from 605 a year ago and 57%
in Aprit of 1995.

A smaller percentage, about 63%, sai
1998 earnings would also exceed the prig
vear's levels.

answered "'ves.” He entered three more
bids and. by the time he logged off, !
toll-call bill was about $30.

For the next week. Mr. Moiof check
periodically tc see if he needed to raise
bids. Instead. he found that rivals he !
expected to bid were dropping out. Wt
the FCC ended the auction April 25, 0o ¢
had topped hus $1 offers.

A beaming Mr. Molof burst into !
McLeod's office with the good news. ~'F
dollars for 15 million customers,” he s&
“Mission accomplished.”” They slap
high-fives and Mr. McLeod handed .
Molof four one-dollar bills. He is hav
them framed.

The company has yet to receive
formal licenses, but the FCC recently s
sometning eise just as welcome: a ref.
of $3.004,99.

Morgan Stanley, Dean Witter

NEW YORK — Dean Witter, Discove
Co. and Morgan Stanley Group Inc. s
yesterday that they have completed tl
$10.2 billion merger,

The stock of the combined firm, wt
will be known as Morgan Stanley, D
Witter. Discover & Co.. started trac
yesterday under the symbol “MWD."”

Morgan Stanley Group and Dean '
ter. Discover announced in February
they planned to merge, creating the
gest securities firm in terms of ma
capitalization.

Separately, Standard & Poor's C
said it has raised the long-term senior
ratings of the former Dean Witter,
cover 10 single-A-plus from singie-A
the same ume. S&P affirmed the sing!
plus long-term senior debt ratings of
former Morgan Staniey.



